In this study the characteristics of REITs in Korea were investigated. REITs has been introduced and managed for almost 15 years in Korea. The research results show that K-REITs has higher return and lower risk structure than KOSPI, and higher return and higher risk than bond. These results indicate that we can attain portfolio effects by including REITs in an investment set. Regarding the correlation between return of K-REITs and that of stock and bond is smaller than that of the case of the U. S., which means there is possibility to attain more portfolio effects in Korea than the U. S. using REITs. Also the systematic risk of K-REITs is near zero. And alike from that of U. S., the asymmetric risk and return structure according to the market condition of K-REITs is not found. So if an investor analyzes the volatility of real estate market and the unique characteristics of REITs exquisitely and includes the REITs in his/her portfolio accordingly, he/she can achieve reduced risk and improve portfolio effects. In short, K-REITs can be very useful to diversify the investment and attain portfolio effects in the financial market.
Introduction
REITs is a company that invests its assets to mainly commercial buildings and distribute returns from the investments to its shareholders. A REITs has two characteristics, that is, it has real estate characteristics that can hedge inflation and also has liquidity characteristics that listed stocks have. Of the characteristics, REITs' real estate characteristics attract investors' interest because by using the characteristics investors can attain portfolio improvement effects because the rate of correlation between stock market movement and real estate market movement is low. The case of U. S. shows that the betas of listed REITs are small, which means returns of REITs are not significantly influenced by the market and thus investors can have improved portfolio effects by putting REITs in their basket. For these reasons, many fund managers include REITs in their fund for risk-return structure improvement. In this study the characteristics of so-called K-REITs (REITs in KOREA) are investigated and ways to vitalize them are suggested.
Literature Review
Most studies on REITs have been done in US where REITs was introduced first and has been repped up. The frequently stood out issue regarding REITs has been the relation with common stocks in the financial market. Especially in 1990's the studies were very active. Li and Wang (1995) argued that REITs are integrated in normal stock market. Mull and Sonen (1997) alleged that there is strong relation between REITs and stock and REITs can contribute to inflation hedge and improve portfolio diversification. While Wang, Erickson, and Chan (1995) argue that there is fundamental difference between REITs and stock in terms of data set provided, traded amounts, and the rate of participation of program trader. Han and Liang (1995) reported that the performance of the REITs was consistent with the security market line for the 1970 -1993 period. Chian, Lee and Wisen (2005 show that market beta of REITs has decreased over time during 1972-2002 continuously and gradually. Chen and Peiser (1999) found that from the return and risk perspective, S&P 500 and Mid-cap 400 are superior to REITs. Peterson and Heish (1997) argue that the relationship between REIT and stock market is decreasing more these days thus REITs is excellent asset for achieving diversification. Goldstein and Nelling (1999) allege that equity REITs has more relationship during downphase than that of upphase and thus REITs has different return and risk structure according to the market condition. Devaney (2001) showed that the trade-off between excess returns and the conditional variance was positive for both equity and mortgage REITs but it was significant only for the www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 8, No. 6; 2016 latter. Chatrath, Liang, and McIntosh (2003) show that the asymmetry in beta is similar to small capitalization stocks in general. Hiang and Huang (2006) These results show that equity REITs has lower risk in general and contribute more to the entire risk of a portfolio as a whole during upphase. In sum, although there are some differences, most of the study results reach similar conclusion that REITs has different risk and return structure from other investment instruments and there is little relationship with other assets thus has remarkable effects on diversification.
In Korea, REITs was introduced in 2001. At the beginning, researchers focused on ways to activate REITs. Since then as time goes by and the data accumulated enough to study, studies on the characteristics of REITs have been conducted. Similar to the studies in U.S., many studies analyzed REITs in terms of the risk and return structure.
Conclusions of the studies are almost the same to those of U. S. That is, REITs has different risk and return patterns from those of stocks in financial market. In this study we analyze the risk and return patterns of K-REITs with more data than previous studies for more accurate results.
Data
Till 2009 
Return and Risk Measure
In general investors measure their return based on holding period return. In this study we first measure dividend rate and capital gains rate and then based on the results we estimate total return and risk pattern of REITs.
The following table shows daily dividend rate, average price increase rate and standard deviation of K-REITs and KOSPI. From the table we can find the following three characteristics. From the table we can see that for t-bill and stock there is little difference regarding the level of risk and return. On the contrast, there are significant difference in the level of risk and return for stock and REITs. When the measuring period changed, that is, whether the period is month or day, the results change. While the standard deviation of monthly return of KOSPI shrinks to 78% of that of daily return, the standard deviation of the monthly return of REITs decreases to on average 40% of that of that of daily return. Also when based on daily base 3 out of the sample REITs show higher return and lower risk than KOSPI, but when the measuring period changed from daily to monthly the number changes from 3 to 4. From the results, we can argue that the price volatility of REITs decrease rapidly from daily base to monthly base.
Portfolio Effects of REITs
Previous sections tell us that K-REITs has higher return and lower risk structure than KOSPI, and higher return www.ccsenet.org/ijef The range of correlation between daily return of REITs and that of stock is from the lowest of -0.017 to the highest of 0.076. That is, the correlation is almost zero. There is no significantly big difference regarding correlation between the daily return of REITs and that of stock based on stock types (large capital stock, medium capital stock, small capital stock). The correlation between daily return of REITs and that of bond is lower than the correlation between that of REITs and that of stock. The correlation between monthly return of REITS and that of stock is somewhat different from that of daily return case. In this case, the lowest is -0.059 and the highest is 0.237, which is wider rage distribution than that of daily return. Except one REITs, the correlation is almost zero. The signs of correlation between monthly return of stock and that of bond are negative for all the cases. Also, for the monthly return case, we can see that the absolute values of coefficients are bigger than those of daily cases. So we can argue that monthly return of REITs is correlated with that of bond return negatively. Concerning the correlation between the monthly return of REITS and that of stock type, the correlation between that of REITs and monthly return of medium-cap stock and small-cap stock is higher than that of large-cap stock.
In sum, we can tell that the correlation between return of K-REITs and that of stock and bond is smaller than that of the case of the U. S., which means there is possibility to attain more portfolio effects in Korea than the U. S. using REITs.
Market Risk
The price of REITS is influenced by the real estate market condition as well as the stock market condition because REITs invests its assets to real estates and its equity is listed and traded in the stock market. Thus there exist higher possibilities of different risk and return structure for REITs from that of stock. If REITs has different risk and return structure from that of common stocks, then investors can improve portfolio results utilizing REITs' risk and return pattern by reducing risk of portfolio.
We measured the beta of REITs and analyzed the risk structure of REITs according to the market condition to ensure whether REITs has different risk and return structure than that of common stocks and the level of portfolio effects was calculated as well. We used market model and followed Gyourko and Nelling (1999) . Gyourko and Nelling divided market condition into bullish market and bearish market and measured beta. The market model is as follow.
where Rm is market return and the data of return is historical data.
www.ccsenet.org/ijef
International Journal of Economics and Finance Vol. 8, No. 6; 2016 235 The following table shows the results of regression analyses. Overall, while the beta of K-REITs delivers wide range of numbers, most of the numbers are near zero. From the results, we can argue that the systematic risk of K-REITs is near zero. And alike from that of U. S., the asymmetric risk and return structure according to the market condition of K-REITs is not found. So if an investor analyzes the volatility of real estate market and the unique characteristics of REITs exquisitely and includes the REITs in his/her portfolio accordingly, he/she can achieve reduced risk and improve portfolio effects. In short, K-REITs can be very useful to diversify the investment and attain portfolio effects in the financial market.
Conclusion
In Korea, REITs has been introduced and managed for almost 15 years. At the beginning, the objects of introducing REITs were providing investment diversification ways for general investors and easier asset securitization ways for firms. As we see the study, REITs has many useful characteristics for portfolio in Korean stock market, but it has been sagging. The main reasons are that there have been problems with regard to the www.ccsenet.org/ijef
International Journal of Economics and Finance Vol. 8, No. 6; 2016 REITs system and embezzlement accidents by system administrators. Regulators have raised the level of required conditions for establishing REITs, also difficult and fastidious judging criteria have been applied to listing for the purpose of protecting general investors. Accordingly, the number of public offering has been reduced, and thus less and less opportunities for general investors to invest in REITs and attain portfolio effects and only private fund and institutional investors have dominated the market. No more public offering has been made since 2012. Now it is time for the regulators to reconsider REITs. The regulation should be effective and efficient, but no regulations just for regulation should be avoided. A peace-at-any-price principle regarding REITs should be abolished. In addition to that, some policies to revitalize the REITs market are required and thus to provide more chances for general investors in terms of investment and portfolio setting.
